Burning

ISSUES
Everyone agrees that greenhouse is a pressing problem: why not solve it now? Peter Colley is not so sure. He argues that simplistic environmental arguments fail to contend with the economic and social costs of environmental friendliness. There are going to be winners and losers, and we need to know who they are.
he world is both addicted to energy and obsessed with it. From the dry economic prescriptions of the OECD to the popular culture visions of scifi films like Bladerunner, and the social equity agendas of the Left and feminists, the idea of progress is founded on the assumption of in creasing access to the services provided by low cost energy.
In 1972 the Club of Rome's Limits to Growth presented a vision of a bleak future where raw materials and energy were exhausted, leaving civilisation in a state of collapse. It didn't happen; the world's oil supplies are greater than they were then, despite two decades of increasing con sumption, and the cost of all raw materials continues to drop as exploration and improving technology increase the recoverable reserves.
What we are faced with is not so much a problem of resource exhaustion, but of overuse. The fear of resource depletion has been replaced by another: the fear of over loading the living ecosystems of the planet with more human impacts than they can cope with. The 'greenhouse problem' has captured the imagination of many, repre senting perhaps the greatest example of humanity pushing up against global biophysical limits and risking not only its own future but that of much of the life on earth.
So how big is the problem, and how difficult is the solution? For some people the problem of finding alternative energy solutions to oil and coal is simply a matter of vision and enthusiasm. In this view, humanity's progress to a green and environmentally benign tomorrow is being held back only by the narrow-mindedness of governments and the grasping avarice of car companies and power utilities. If individuals are at fault at all, it is only because they are given poor choices. Unfortunately, this simple solution to The world's absolute energy requirements continue to grow dramatically, as does the role of fossil fuels in sup plying those requirements. Despite rhetoric about energy efficiency in Europe and elsewhere, energy consumption Per person continues to grow. In the entire postwar period, the only time when energy consumption growth slowed was when OPEC instigated the massive oil price hikes of 1973-4 and 1979-80 . In those years, oil prices jumped 400% and 150% respectively. The economies of the world went into a tailspin. Diversification strategies were hurriedly implemented (in particular, switching from oil to coal and nuclear power for electricity generation) which improved energy efficiency significantly. That is, they reduced the amount of energy needed to produce a given amount of national output. But we continued to use ever increasing amounts of energy.
The latest OECD forecasts are that developed nations will continue to improve their energy efficiency but still con sume more. In the period to 2005, the date for carbon dioxide reduction targets popularised by a 1988 Toronto conference, OECD member countries will increase their energy requirements by 26%. What is even more worrying is that the requirements of the developing countries are expected to grow by 120%. The economies of the former Eastern Bloc are also expected to increase energy require ments by some 70% as they modernise and rebuild. Meanwhile, the scientists who put together the forecasts of doom on greenhouse at the Intergovernmental Panel on Climate Change in November 1990 stated that carbon dioxide emissions needed to be cut by 60% if the amount in the atmosphere was to be stabilised. It seems to be a case of the irresistible force meeting the immovable object; con tinually rising emissions from human activity colliding with the absolute limits of the biosphere.
Nobody actually knows the capacity of the biosphere to accept or assimilate carbon dioxide. We still don't under stand the role of clouds (which are a major greenhouse force in their own right), or of oceans (which exchange enormous amounts of carbon dioxide with the atmos phere). In fact, we are not even certain about where half the carbon dioxide that is estimated to have been released since the Industrial Revolution has gone; some think that new forest growth in the northern hemisphere may have provided an absorptive 'sink'.
All we actually know is that atmospheric concentrations of carbon dioxide and other greenhouse gases are increasing at an alarming rate. Computer models of the world's climate predict that this will cause global warming: the best guess is of an increase of between 2.5 and 6 degrees cen tigrade by the end of next century. This will cause climatic changes, but again nobody knows how great these will be. It is not even possible to determine whether the world will grow more or less plants and crops under a warmer climate. There is the possibility of a 'runaway greenhouse effect', e.g. if slight global warming causes the thawing of the vast expanses of Arctic tundra we could see the release of enormous amounts of methane, one of the strongest greenhouse gases, from decomposing peat.
If it could be shown that the worst case scenario were true, and that life on earth would be utterly transformed, the world community would be justified in devoting most of its resources to fighting the problem. Given that the level of certainty is much less than that, and that the world has a few other pressing problems, like recessions, mass un employment and national reconstruction of ravaged na tions (Cambodia, Eastern Europe and the Commonwealth of Independent States) we must ask ourselves what level of resources we can afford to devote to the problem. And for Australia, which is suffering from the global recession more than most, the questions must be whether we can turn the challenge of greenhouse to our advantage or whether we accept heavy burdens gracefully. Or whether we do nothing.
( \ What is greenhouse?
Not to be confused with the depletion of the ozone layer (though there are some interconnections), the greenhouse effect is mostly a natural tendency. The action of water vapour and trace gases acts to trap some of the solar energy which is received by the earth's surface and re emitted. The natural greenhouse effect raises global average temperatures by some 30 degrees centigrade, necessary to sustain most life.
The enhanced greenhouse effect is caused by human activities emitting more of the trace gases, and some new ones, into the atmosphere at a rate faster than it can be absorbed. The gases are mainly carbon dioxide, methane, nitrous oxide and halocarbons (mostly CFCs). Quantifying all the sources and sinks such as guessing methane releases from the rice paddies of the world is a hazard ous business and considerable uncertain ties remain. Similarly, the main source of predictions of global warming are computer-based General Circulation Models (GCMs). These models are under con stant development and do not yet claim to replicate the actual operation of the global climate.
The balance of scientific opinion (and there are major dissenters) is that atmos pheric concentrations of greenhouse gases are definitely increasing and that global average temperatures will rise. There is considerably less certainty about the rate at which the temperature will rise, and less again about what the climate and other impacts of that will be. Ĉ ompact fluorescent light bulbs in every house, high-tech refrigerators, building insulation programs, solar hot water heaters on every roof, windmill farms and electric cars-all of these comprise a vision of a clean and green future which stim ulates industry developm ent and employment. According to Department of the Environ ment consultant Deni Greene and others, it could all be done cheaply, and with net savings. So why isn't it happen ing? The answer lies in a mish-mash of institutional rigidities, inadequate information, poor regulatory struc tures, imperfect markets-and, unfortunately, the hard economic realities of Australia's international position.
It is possible to go broke saving money, as anyone who has indulged in post-Christmas sales can testify. Numerous energy end-use studies have sought to demonstrate that Australia can save money by shifting to greenhouse friend ly technologies. The National institute for Economic and Industry Research forecast back in 1990 that savings of up to $6 billion by 2005 were possible.
Since that time, a few somewhat more difficult facts have emerged, Studies by the Industry Commission, and by other orthodox economic organisations, have forecast that the cost to Australia of achieving greenhouse targets, with or without global consensus, will be high: high in terms of an increasing cost of living, in downwards pressure on wages, in numbers employed and in gross output.
Sceptics of economic orthodoxy might hope to dismiss the Industry Commission findings. But this is not a serious option. The IC's projections have been broadly endorsed by the National Institute in recent work done for the Com mission for the Future. Achieving the Toronto target was possible, they concluded, but it would cost $53 billion in additional expenditure to 2005, much of it from the public purse. Savings-most of which would accrue privately rather than to the public purse-would recoup about $25 billion.
$53 billion is roughly 23 times what Paul Keating decided to spend in his One Nation statement, and over one-third of the entire net foreign debt. Or about $3,000 for each person in the country. This may be a necessary price to pay, but it is hardly a small price. Further, there would be a decrease in employment of 0.6%, or around 50,000 jobs in today7s labour force. In a country with already 10% unemploy ment, the human cost of perpetuating high unemployment levels would be high. More pragmatically, it is common sense that the federal Labor government is doomed unless it can make progress in getting the rate under 10%.
The formidable outlays involved can be attributed partly to Australia's current economic position, some inherent problems, and the up-front nature of the solutions. Energyefficient and alternative energy technologies can save money, but often only in the long term: 10 to 20 years. Put simply, the running costs might be lower, but the initial purchase price is much higher. And unless interest rates are low, interest on money borrowed to finance new equipment purchases will more than outweigh the savings.
Secondly, many of the technical solutions to the energy problem rely on advanced technology, an area where Australia has a distinct disadvantage in comparison to many other countries. It is not that our research and development effort is poor (though it could be much bet ter). It is that Australia is a small country (in terms of markets) and is remote from the major overseas markets for high value products. A manufacturer of windmills in the USA has a domestic market of 240 million people, while the increasing economic integration of Europe opens up similar economies of scale there.
What we cannot manufacture efficiently here we are obliged to import. If Australia imports a significant propor tion of the capital and equipment that is required to im prove its greenhouse credentials, then the balance of payments problem is increased and the federal govern ment comes under renewed pressure to control domestic consumption by restricting wages. This problem can also occur even if the required goods are not imported. Invest ment in building and construction does not stimulate im ports by itself, but unless it actively contributes to export earnings it acts to increase domestic consumption and thereby exacerbates the trade problem.
'Has anyone asked the Australian people if they are prepared to pay 50% more for electricity?'
Australia might be able to develop large new export in dustries that are based on environmentally benign goods and services. (An interesting case is the solar hot water heater industry, which exports almost as much as it sells domestically due to the cut-throat competition from electricity utilities.) But it would require interventionist industry policy on a scale not yet witnessed in Australia.
Ultimately what we are talking about is attempting to shift from a comparative advantage in fossil fuel energy to a competitive advantage in energy efficiency. This will be no mean feat, and it will involve massive transitional traumas. Take the coal industry. It only directly employs 30,000 people. Various people, including officers of the federal Department of the Environment and some minor political parties, have suggested that wiping it out would involve relatively small human costs. In terms of direct job losses, its elimination would actually involve fewer lost jobs than in, say, the vehicle or textile, clothing and footwear (TCF) industries over recent years.
For the heavily urban-based population of Australia, most of whom are employed in service industries, the coal in dustry is usually out of sight and out of mind. So why not dispense with it? The inconvenient truth is that coal is Australia's largest export industry, as well as providing some 80% of our electricity. Simply digging coal out of the ground and putting it on the nearest ship brings in more revenue than all export income from all types of complex manufactured goods. Some areas of manufacturing are doing well in exports; growth rates of over 15% per year are being recorded (for instance, in motor vehicles). But as the Pappas Carter report, commissioned by the Australian Manufacturing Council two years ago, pointed out, growth is from such a small base, and the requirem ent for Australian export growth so great that even by the turn of the century manufacturing will not be a significantly larger contributor to export revenue.
The story goes further. Coal exports are predicted to grow by 50% by the year 2000. While the industry employs only 30,000 people directly, those workers contribute more than a quarter of a million dollars each to GDP each year. These revenues support not only coal mining towns but entire regions. For example, the Hunter Valley has a population of about 500,000 with about 182,000 in employment. The core industries of coal, power generation and aluminium account for 41% of that total, and it is obvious that service industries rely on the core industries for their basic demand. A large proportion of Australia's current and prospective export industries are based on low energy costs. Despite the rantings of the Industry Commission, and perhaps of many households who feel the pinch of electricity bills, Australia has some of the lowest energy costs in the world. The restructuring measures announced in the One Nation statement may lead to even cheaper electricity and therefore favour more energy intensive in dustries.
Thus far there has been a dialogue of the deaf with respect to the directions of Australian industry and the greenhouse debate. The buzz word for industry development is downstream processing: that is, the further processing here of raw materials which we currently export. But large industrial plants (for instance, mineral sands processing, aluminium smelting, iron and steel) are intensive energy consumers. They locate in Australia because the basic material, and the energy to process it, is readily available. Remove either of those key factors, which are the basis of Australia's comparative advantage in such industries and they will locate elsewhere.
Even the most optimistic promoters of wind and solar energy do not claim to be able to generate electricity at less than a 50% mark-up on coal-based electricity. Many energy economists think that between 100 and 150% is closer to the truth-particularly when the need for back-up plant is included. If taxes on the carbon content of fossil fuels are introduced in order to encourage a transfer to greenhousefriendly renewables, as has been mooted internationally, then the price of energy will increase substantially. It may well be that the current costs of coal-fired electricity and oil use do not take into account environmental impacts. But simply changing the prices to 'level the playing field' between fossil fuels and alternative energy technologies will cause immediate short term economic and social problems without necessarily resolving greenhouse.
Has anyone asked the Australian people if they are prepared to pay at least 50% more for their electricity? Just as importantly, what proportion of Australia's energy-intensive export industries could survive such a price hike? Who is going to explain to lower income people on the outskirts of cities that they must pay much more for their petrol when there is not, and is not likely to be, a viable public transport alternative due to the vastness of subur ban sprawl. June 1992 United Nations Conference on environment and development to con sider a framework convention on climate change. Over 100 world leaders and ^30,000 people to attend.__________________j
In other words, moving away from fossil fuels in order to prevent global warming is not as easy as moving away from the use of CFCs to save the ozone layer. CFCs are a relatively minor industrial chemical, used as a refrigerant, propellant and in polystyrene foam. Fossil fuel use, on the other hand, is integrated into almost ever aspect of our daily lives.
Solving the greenhouse problem requires a measured response that attempts to balance the scientific findings, environmental values, social priorities and competing demands for public and private sector funds. There is a host of energy conservation and energy efficient measures that will produce benefits in the short to medium term at little or no cost: redirection of energy, research and development, energy rating systems for buildings and equipment, education programs, best available technology databases, dem and-side m anagem ent by electricity utilities, cogeneration by large industrial plants and removal of financing barriers to efficient energy use. In themselves, these measures require considerable action by governments, business and households to reform the es tablished way in which they work. All change involves stress and the social dislocation should not be wished away.
Further down the track are other more expensive measures which we know will produce greenhouse and economic benefits. Transferring as much as possible of the projected growth in the transport sector to rail rather than road will save energy, emissions and a host of social costs. Paul Keating's One Nation commitments on rail infrastructure investment, together with the earlier establishment of the National Rail Corporation, marks a move in the right direction after decades of neglect. Urban consolidation will also produce greenhouse dividends by reducing material and energy use in construction and operation and by reducing energy consumption in transport.
Ultimately, however, meeting greenhouse targets will in volve major changes to the energy production sector and to the costs of energy throughout the economy. Recent studies-including those done for the Commission for the Future and for the Prime Minister's Ecologically Sus tainable Development Working Groups-have given short shrift to the id ea that the Toronto-style 20 % emission reduc tion target can be met through energy conservation and efficiency measures alone. The economic and workforce restructuring involved would be considerable-probably substantially greater than the current trauma being ex perienced in the vehicle and TCF industries.
In these circumstances, Australia has to decide how it can best assist the global situation without arbitrarily making its already d ifficu lt econom ic situation even more desperate. Rapid moves to penalise the fossil fuel in dustries will produce severe economic repercussions without significantly reducing global greenhouse emis sions (Australia contributes less than 2% of the total) and without establishing the basis of new industries to fill the gap. If greenhouse science confirms the need for major urgent measures (and it has yet to do so), it makes sense for fossil fuel production and use to be reduced in places where it is subsidised, economically inefficient and more environmentally damaging. In contrast to fossil fuel in dustries in many other countries, Australia is an efficient and environmentally friendly producer.
The world will not always rely so heavily on fossil fuels. Alternative energy technologies (nuclear and renewable) are going to provide increasing competition, and it is clear that economic progress will depend on reducing energy use for any given product or service. The greenhouse issue will accelerate that trend.
The message is that successful economies and societies will ultimately be those that rely on energy efficient goods and services. Unfortunately for Australia, that is not where our immediate future lies. The challenge then is to devise an economic and industry development strategy that ac knowledges our inevitable reliance on energy industries now but which seeks to establish the basis of new and greener industries for the next century. The size of the task should not be underestimated; it required major govern ment and union support, and private sector investment, for the iron and steel industry to be turned around from a 'basket case' to a successful export industry (albeit with a sizeable loss of jobs). There are few other examples around.
It is time to do away with a debate founded on conspiracy theories and with simplistic visions of utopia. Changing to a greenhouse friendly economy may ultimately produce gains, environmentally and economically, but the costs in getting there will be high. For Australians to make realistic choices about what they are prepared to undertake they must be supplied with much better information than they have been to date. Governments and energy utilities should be less secretive, paternalistic and traditional in their energy planning. Similarly, environmentalists and proponents of alternative energy technologies need to be more forthcoming about the very real uncertainties in volved in the science of greenhouse (which are readily admitted by the CSIRO), the high costs of stringent reduc tion measures and the major difficulties that Australia faces in shifting away from its especially heavy reliance on fossil fuels.
And if sustainable development is to include equity and social justice, the employment and income effects of major restructuring need to be closely considered. At the moment there is an eerie similarity between the assumptions of neoclassical economists that perfect markets will automat ically produce optimal employment outcomes, and the assumption of some environmentalists that greater en vironmental controls will automatically increase employ ment and improve living standards. It's a pity that it has taken a major recession to focus the minds of both groups on creating employment.
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